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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

The following statements in this Annual Report (and in other statements oral or written made by us) are or may constitute forward—looking statements within t
meaning of the Private Securities Litigation Reform Act of 1995:

(i) any statements regarding possible or assumed future results of operations of our business, pricing trends, the markets for our services and products,
anticipated capital expenditures, our cost reduction and operational restructuring initiatives, regulatory developments, or competition;

(i) any statements preceded by, followed by, or that include the words “intends,” “estimates,” “believes,” “expects,” “anticipates,” “plans,” “projects,”
“should,” “could” or similar expressions; and

(i) other statements regarding matters that are not historical facts.

You are cautioned not to place undue reliance on these statements, which speak only as of the date this document is filed. These statements are based on
management’s current expectations and are subject to uncertainty and changes in circumstances. Actual results may differ materially from these expectation:
to matters arising out of pending class action and other lawsuits and the ongoing internal and government investigations related to the previously announced
restatements of WorldCom, Inc.’s financial results. Other factors that may cause actual results to differ materially from management’s expectations include, b
are not limited to:

. economic uncertainty;

. the effects of vigorous competition, including price compression;

. the impact of technological change on our business and alternative technologies;

. availability of transmission facilities;

. the impact of oversupply of capacity resulting from excess deployment of network capacity;

. the ongoing global and domestic trend toward consolidation in the telecommunications industry;

. risks of international business;

. regulatory risks in the United States and internationally;

. contingent liabilities;

. uncertainties regarding the collectibility of receivables;

. the availability and cost of capital;

. uncertainties associated with the success of acquisitions; and

. each of the factors discussed under “ltem 1—Business—Risk Factors” below.

The cautionary statements contained or referred to in this section also should be considered in connection with any subsequent written or oral forward-lookin
statements that may be issued by us or persons acting on our behalf. We undertake no duty to update these forward-looking statements, even though our sit
may change in the future.



PART |
ITEM 1. BUSINESS
Overview

We are one of the world’s leading global communication companies, providing a broad range of services in over 200 countries on six continents. Each day, w
provide Internet, data and voice communication services for thousands of businesses and government entities throughout the world and millions of consumer
customers in the United States. We own and operate one of the most extensive communications networks in the world, comprising approximately 100,000 ro
miles of network connections linking metropolitan centers and various regions across North America, Europe, Asia, Latin America, the Middle East, Africa anc
Australia. In addition to transporting customer traffic over our network, we provide value—added services that make communications more secure, reliable anc
efficient and we provide managed network services for customers that outsource all or portions of their communications and information processing operation

We conduct our business primarily using the brand name MCI. References herein to “MCI,” “we,” “us,” “our” or the “Company” refer to MCI, Inc., a Delaware
corporation, and, unless the context otherwise requires or is otherwise expressly stated, its subsidiaries and its predecessor. Our website address is www.mc
and we make available free of charge through our website our Annual Report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K a
amendments to these reports filed or furnished under Sections 13(a) or 15(d) of the Securities Act of 1934 as soon as reasonably practicable after we file the
material with the Securities and Exchange Commission (“SEC”). Our principal executive offices are located at 22001 Loudoun County Parkway, Ashburn,
Virginia 20147 (telephone number 703-886-5600).

Company Background

MCI’s predecessor was WorldCom, Inc., a Georgia corporation formed in 1983 (“WorldCom” or “Predecessor”). From its inception, WorldCom grew
significantly as a result of numerous acquisitions. On December 31, 1996, WorldCom acquired MFS Communications, which owned UUNET, one of the worlc
most extensive Internet backbone networks. On September 14, 1998, WorldCom acquired MCI Communications Corporation, one of the world’s largest
providers of telecommunications services. On October 1, 1999, WorldCom acquired SkyTel Communications, Inc. (“SkyTel”), a leading provider of messaginc
services in the United States. On July 1, 2001, WorldCom acquired Intermedia Communications Inc. (“Intermedia”), a provider of voice and data services, anc
as a result, a controlling interest in Digex, Incorporated (“Digex”), a provider of managed web and application hosting services.

These acquisitions, along with large capital expenditure programs, greatly expanded WorldCom'’s network operations, its customer base, the range of service
provided and the capabilities of its sales, service and technical personnel. However, these acquisitions and capital expenditure programs contributed to a sha
increase in WorldCom'’s outstanding debt, which was over $30 billion as of June 30, 2002.

On June 25, 2002, WorldCom announced that, as a result of an internal audit of its capital expenditure accounting, it was determined that its previously issue
financial statements had not been prepared in accordance with accounting principles generally accepted in the United States. Following a comprehensive rev
WorldCom restated its consolidated financial statements for the fiscal years ended December 31, 2000 and 2001 and for the first quarter of 2002. The restate
2000 and 2001 financial statements were audited by KPMG LLP (“KPMG”), which replaced Arthur Andersen LLP (“Andersen”) as WorldCom'’s external
auditors in May 2002.

On July 21, 2002, WorldCom and substantially all of its U.S. subsidiaries filed voluntary petitions for relief in the U.S. Bankruptcy Court for the Southern
District of New York under Chapter 11 of Title 11 of the U.S. Bankruptcy Code. On April 20, 2004 (the “Emergence Date”), WorldCom'’s plan of reorganization
was



consummated and WorldCom emerged from bankruptcy. On the emergence date, WorldCom merged with and into MCI whereby the separate existence of
WorldCom ceased and MCI became the surviving company.

In addition to restating our consolidated financial statements and completing our plan of reorganization, we have made extensive changes in the composition
our senior management and our Board of Directors. Also, we have implemented numerous changes in our business processes, internal controls and corporat
governance policies and procedures.

Merger with Verizon Communications

On February 14, 2005, Verizon Communications Inc. (“Verizon”), MCI and a wholly—owned subsidiary of Verizon (“Merger Sub”) entered into an Agreement
and Plan of Merger (the “Merger Agreement”). The Merger Agreement provides that, upon the terms and subject to the conditions set forth in the Merger
Agreement, MCI will merge with and into the Verizon subsidiary (the “Merger”), with the Verizon subsidiary continuing as the surviving person (or, in certain
situations, as provided in the Merger Agreement, a wholly-owned corporate subsidiary of Verizon will merge with and into MCI, with MCI as the surviving
person.)

At the effective time and as a result of the Merger, MCI will become a wholly—owned subsidiary of Verizon and each share of MCI common stock will be
converted into the right to receive (x) 0.4062 shares of Verizon common stock and (y) cash in the amount of $1.50 per share, which amount of cash and numl
of shares may be reduced pursuant to a purchase price adjustment based on MCI's bankruptcy claims and for certain tax liabilities, on the terms specified in t
Merger Agreement. The Merger Agreement also provides for payment of a special cash dividend in the amount of $4.10 per share (less the per share amoun
any dividend declared by MCI during the period beginning on February 14, 2005 and ending on the closing date of the merger) of MCI common stock after the
Merger Agreement is approved by the shareholders. All outstanding MCI stock-based awards at the effective time will be replaced by a grant of Verizon
stock-based awards.

Consummation of the Merger is subject to customary conditions, including (i) approval by the shareholders of MCI, (ii) expiration or termination of the
applicable Hart—Scott—Rodino waiting period and receipt of certain other federal, state or international regulatory approvals, (iii) absence of any law or order
prohibiting the closing, and (iv) subject to certain exceptions, the accuracy of representations and warranties and the absence of any Material Adverse Effect
defined in the Merger Agreement) with respect to each party’s business. In addition, Verizon’s obligation to close is subject to other conditions, including (i)
absence of any pending U.S. governmental litigation with a reasonable likelihood of success seeking to prohibit the closing or to impose certain limitations, (ii
receipt of a bankruptcy order issued by the Unites States Bankruptcy Court for the Southern District allowing for the substitution of shares of Verizon commor
stock for shares of MCI common stock to satisfy certain bankruptcy-related claims, and (iii) receipt of an order issued by the United States District Court for tl
Southern District of New York relating to MCI's Corporate Monitor and certain affirmative obligations imposed by prior order of the United States District Courf
for the Southern District of New York. The Merger Agreement contains certain termination rights for both MCI and Verizon, and further provides that, upon
termination of the Merger Agreement under specified circumstances, MCI may be required to pay Verizon a termination fee of $200 million.

Consummation of the Merger will constitute a “Change of Control” under MCI’s outstanding Senior Notes due 2007, Senior Notes due 2009 and Senior Notes
due 2014 (collectively, the “Senior Notes”), which will obligate the surviving person to make an offer to purchase the Senior Notes within 30 days after the
effective time at a purchase price equal to 101% of principal amount plus accrued interest.

Our merger with Verizon, as well as other recently announced mergers and acquisitions, is occurring within a communications industry that has undergone
significant changes in recent years. These changes include severe price competition resulting in part from excess network capacity due to overbuilding and tt
substitution of email, instant messaging and wireless telephone service for traditional wireline voice communications. Other important changes in our industry
are the entry of new competitors, such as Verizon and the other regional Bell operating companies (“‘RBOCSs”) into the long distance market, and cable televis
and other companies into the consumer telephony business. Also, there have been regulatory changes making it more difficult for competitive
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local exchange carriers like us to provide traditional telephone service, particularly to consumer customers, in competition with the RBOCs and other incumbe
local exchange carriers. At the same time, technology changes are enabling the development of advanced networking services primarily based on Internet
protocol (“IP”) communications and customer demand is increasing for such value—-added services, including network management, application hosting and
comprehensive security solutions.

We believe that consummation of our merger with Verizon will strengthen the services both companies provide and help the combined company better face t
changing conditions within the communications industry. In addition, we believe that the combined company will have significant financial strength to maintain
and improve MCI’'s network as well as have enhanced capabilities to develop new value—added services, including sophisticated IP-based services. Furthern
we believe that business, government and consumer customers will benefit from having improved access to a broad range of services, including wireless
communication services and Internet, data and voice services provided through the combined global networks of MCI and Verizon. See “Risk Factors—The
merger with Verizon may not occur or, if it does, may not provide all the anticipated benefits.”

On February 24, 2005, we received a revised proposal from Qwest Communications International, Inc. (“Qwest”) to acquire us. Our board of directors
announced that it would conduct a thorough review of the Qwest proposal. On March 2, 2005, we announced our intention to engage with Qwest to review its
February 24, 2005 proposal. This decision was made with the concurrence of Verizon. Subsequently, MCI and Qwest have been in ongoing discussions
regarding Qwest’s proposal. These discussions are continuing as of the date of filing of this Annual Report on Form 10-K.

Strategy

We have developed the following four—part strategy based on our current competitive position, significant telecommunications and computing technological
developments and the increasing demand for sophisticated services:

. Achieve Undisputed IP Leadership

We have a strategically important position within the communications market due to the following:

— Our IP network and expertise: We have one of the world’s largest and fastest IP networks. Our network is widely recognized as playing a
critical role in the movement of Internet traffic and has been described in industry publications as the world’s most connected Internet
backbone. Our expansive IP footprint, coupled with our direct interconnections, enables our customers to reach more destinations directly
through our global IP backbone than any other communications provider. Adding to our competitive position is the extensive knowledge
and experience we have developed in handling IP communications since the earliest days of the Internet.

— Growth in Internet usage: Internet usage is continuing its rapid growth as a result of increasing availability of high speed broadband
access, the decreasing cost of all types of Internet access, the expanding volume of informative and entertaining content, the continued ra
expansion in the use of email and instant messaging, and the ever increasing number of computers, telephones and other devices utilizing
the Internet. Corporations and government entities have responded by developing additional applications to run over the Internet that allov
communications and e-commerce transactions with customers, communications with employees, the transfer of data among offices and
operating units and the transport of voice communications and digital media.

— Convergence of communications onto the Internet: As the Internet continues to grow and evolve, the telecommunications market is
shifting its focus from individual services based on distinct and separate circuit technologies to the convergence of voice and data services
onto single networks. Also, for greater efficiency, simplicity and economy, corporations and governments are increasingly standardizing
their applications and communication devices to operate on IP technology.



To capitalize on our current strategic position and to prepare for the progressively more sophisticated and expansive future IP needs of our custome
we are taking actions with the goal of achieving undisputed leadership in providing and enabling communications over the Internet. These actions
include accelerating the convergence of all of our Internet, data and voice traffic onto a common IP backbone that will integrate our IP network with
our existing frame relay, asynchronous transfer mode (“ATM”) and voice networks and will operate under a unified standard IP protocol. Around the
perimeter of this common core IP network, we are adding multi-service edge devices to consolidate IP, data and voice traffic onto this network and
also adding converged packet access to allow such traffic to use common access circuits. By converting to this converged IP architecture, we will h
a common set of network systems for all forms of traffic that should produce cost savings for our customers and us, as well as further improve our
flexibility and reliability in delivering services and enable rapid introduction of new services on a global basis.

In addition, we are modifying our network operating systems and information technology systems to enable greater ease, efficiency and effectivenes
in customer use of our converged network. This involves our adopting unified systems to allow common network management, provisioning and
billing. Also, we are modifying our data center architecture to share computing resources on a grid basis as well as developing processes for
distributing applications to users on demand which will reduce costs and increase network security. Furthermore, we are enhancing the portal acces
our information systems and building greater web services capability into these systems to enable our software applications and those of our custon
to communicate and work together across our IP network.

Build Next Generation Services

We believe that new technology developments and changing customer preferences will drive the convergence of network communications and
computing. In this environment, we expect that there will be opportunities to provide advanced services, such as grid computing in which computing
storage and software applications will be offered to customers as network utilities and made available on an as—needed basis.

In anticipation of this environment, we are developing next generation services and placing increased emphasis on the value—-added services we
currently provide to customers. For example, we have established centers of excellence for the enhancement and delivery of four types of services:
managed network services; security services; contact center solutions; and web and application hosting. In addition, we are expanding and
strengthening the range of service offerings for our customers by upgrading our own capabilities. Adding to our service capabilities is also likely to
involve the formation of strategic partnerships with other firms having highly regarded expertise in specific areas or the acquisition of firms with
special expertise, such as our recently completed acquisition of Network Security Technologies, Inc. (“NetSec”), a leading provider of managed
security services. Consistent with the strategic emphasis we place on the Internet, we are also creating IP-based systems for the customer usage c
these services. Furthermore, we are adding more field representatives with training and experience in network technology and engineering to impro
the effectiveness of our sales programs and the delivery of value—added services.

Our objective is to be the leading communications company in enabling customers to do more with their computing and networking infrastructure an
making them more effective in serving the needs of their customers. Consequently, we should earn stronger relationships with our customers on a
strategic level and will be a more integral part of their communication and information systems. This will better position us to be the preferred supplie
of both currently available and next generation value-added services.

Simplify How We Do Business

Simplifying how we do business has three objectives: enhancing sales effectiveness, improving customer satisfaction and increasing operating
efficiency. We plan to achieve these objectives by strengthening the technical and sales skills of our customer—facing field representatives,
empowering our



branch sales offices to take more direct responsibility for developing and maintaining customer relationships, better aligning our corporate
administrative and technical specialist personnel to support our business operations, establishing clear accountability for achieving business objecti
accurately measuring our success in achieving our objectives, and appropriately compensating our employees for the success that they achieve. In
addition, we are changing our business processes, such as channeling the delivery of certain value—added services through centers of excellence a
unifying and streamlining systems for sales, order entry, provisioning, billing, accounts receivable management and other similar functions.

Success in simplifying how we do business should result in better competitive positioning for us in the traditional telecommunications market and the
emerging market for value—added services. It should also result in a lower cost structure and higher profit margins.

Improve Our Financial Structure

Improvements in our financial structure include reductions in our operating costs, with an emphasis on decreasing access costs, the expenses we ir
for transmissions over other carriers’ networks. We are lowering our costs so that we are better positioned not only to offer our customers superior
value in the network facilities and associated services they obtain from us, but also to earn a sufficient return on our investments. We believe our
ongoing cost reduction efforts are appropriate because we anticipate continued pressure on market pricing.

Enhancements to our systems for measuring and reporting internal operating and financial results are also part of the improvements we are making
our financial structure. The focus of these enhancements is on our approach to fully allocating our costs among our individual business units so that
comprehensive income statements are available to business unit managers and our executive management. With these fully allocated statements, \
are better able to establish prices for the services we provide our customers, better align expense levels with revenue opportunities, identify cost cuf
and profit improvement opportunities and improve the information used to make investment decisions. In addition, we are better able to establish
accountability for business unit operating and financial results and more closely align internal goals and external financial measurements. With these
enhanced internal reporting tools, our business should be more efficient and effective in serving the needs of our customers and generating returns
our investors. In addition, the business segment financial data included in the notes to our consolidated financial statements have been derived fron
these fully cost-allocated internal reports and will provide the external financial community with greater visibility and a clearer understanding of our
performance.

Business Segments

We operate through three business segments, each of which focuses on specific customer groups:

Enterprise Markets serves large global corporate enterprises and government entities with complex communication requirements, conferencing
customers, and MCI Services customers;

U.S. Sales & Service serves small to large domestic corporate customers as well as consumer customers and our SkyTel customers; and

International & Wholesale Markets serves businesses, government entities and telecommunications carriers outside the United States as well as
our wholesale accounts.



We began operating under these three business segments in the second quarter of 2004. However, we determined that it was impracticable to restate our 20
results into the new business segment structure and as such, those results are not presented. The tables below display revenues, operating (loss) income, ar
assets of our business segments for 2004 and 2003 (in millions):

Successor Predecessor
Company Company

Year Ended December 31,

2004 2003

Revenues:

Enterprise Markets $ 4,811 $ 5,329
U.S. Sales & Service 9,076 11,115
International & Wholesale Markets 6,803 7,822
Total $20,690 $ 24,266
Operating (Loss) Income:

Enterprise Markets $ (500) $ 341
U.S. Sales & Service (1,306 636
International & Wholesale Markets (1,385 (317)
Total $(3,191 $ 660

Successor Company

As of December 31,

2004 2003
Assets:

Enterprise Markets $ 2,447 $ 3,744
U.S. Sales & Service 4,335 6,753
International & Wholesale Markets 4,200 8,904
Corporate 6,078 8,069
Total $17,060 $ 27,470

All of our business segments offer Internet, data and voice services, as described below. The specific mix of the services offered by each of the three busines
segments reflects the communication needs of the customers served by the segment. For example, our services related to more complex and higher value-a
Internet and data communications account for a more significant portion of the revenues from the accounts within the Enterprise Markets business segment a
the larger commercial accounts within the U.S. Sales & Service segment than they do for our other customers. Similarly, revenues from the consumer accour
within the U.S. Sales & Service segment are derived almost entirely from voice services.

For the International & Wholesale Markets business segment, basic transport services account for a substantial portion of revenues. We have organized our
international and wholesale account groups within this segment since the revenues and operating income, along with the associated management decisions,
one account group often impact the other account group. This is largely due to existence of arbitrage activity in the cross—border markets between tariffs and
wholesale pricing for transport services.

For further information on the results of these business segments and information on the results of the business segments by which we previously aligned ou
business, see Note 22 to our consolidated financial statements included elsewhere in this Annual Report on Form 10-K and see “ltem 7—Management'’s
Discussion and Analysis of Financial Condition and Results of Operations.”
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Internet Services

We offer not only a comprehensive range of alternatives for customers to access the Internet but also sophisticated value—added services that make Internet
communications more economical, efficient, reliable and secure as well as easier, faster and more effective in conveying data, information and entertainment

Access services are built around our global network providing connectivity in more than 2,700 cities in over 200 countries. We enable customers to access thi
Internet through dedicated broadband lines with speeds ranging from 768 kilobits per second to Gigabit Ethernet (equal to one billion bits per second) and up
0OC-48 (2.5 billion bits per second). For customers using dial-up access, we have over two million modems located throughout the world. Once connected, tt
customer’s traffic is routed over our networks to the desired location, whether on our network or elsewhere on the Internet.

We also provide Internet-based virtual private networks (“VPN”") to customers desiring a high level of security when connecting their operating facilities, data
centers, remote sites or mobile users over the public Internet. VPN services include encryption, bandwidth prioritization and centralized continuous monitoring
and management. Customers utilizing these services are attracted to the combination of the low—cost public Internet network and the reliability and security w
provide.

For high-volume customers that desire a more significant level of security and reliability for their VPN networks, we provide private Internet protocol (“PIP")
networks using multi—protocol label switching (“MPLS”) to deliver voice, data and video traffic. Our use of MPLS also enables customers to continue utilizing
their existing non-IP data and voice networks as they transition over time to operating on standard IP.

In addition, we provide web hosting services that enable customers to outsource portions of their Internet operations so that they can more rapidly and
cost-effectively provide online information and business transaction capabilities to their own customers and to employees, suppliers, investors and other
interested parties. These services are provided through approximately 200 data centers, including over 40 special data centers that operate 24 hours a day w
enhanced service levels. Our web hosting services include technical support and performance management for hardware, operating systems and application:
Other web hosting services include database management, server collocation, storage services, customized web site activity reporting, stress testing, firewall
management, virus detection and elimination, and other enhanced security services.

To assist customers operating contact centers that receive Internet communications by email and web site contacts, we provide services for managing such
contacts. These services include routing to balance the use of multiple contact centers or to direct contacts to agents with relevant knowledge and skills. Thro
using these services, our customers can increase the efficiency and effectiveness of their contact centers.

Data Services
We use our frame relay, ATM and IP networks to provide high bandwidth data transmission services over both public and private networks.

Frame relay services allow cost-effective and secure high—speed interconnection of data centers, local area networks, remote facilities, branch offices, point
sale terminals and other sites that send or receive data. Frame relay is a high—speed communications technology that divides the information into frames or
packets. Through our frame relay switches strategically located in 47 countries and our correspondent relationships, we offer frame relay services in over 90
countries. In addition, our network access relationships with other communication companies enable customers to access frame relay locations in most count
in the world.

ATM services enable the integration of data, voice, video and multimedia communications over a single network. This consolidation of applications onto one
network reduces network, equipment and operational costs. Through our ATM switches in 21 countries and interconnects with other data networks, we can
extend ATM connectivity throughout most of the world.



For customers with high-volume data transmission requirements or the need for heightened levels of security or availability, we provide private line services i
which a customer contracts for the use of a specific circuit on a dedicated basis. The private line connects directly to our network, thereby reducing originating
access costs compared to using “switched” access that is shared among many network users. We offer dedicated circuits as Metro Private Lines between tw
points in a single metropolitan area, as well as Domestic Private Lines linking points within the United States and International Private Lines connecting point:
around the world.

For customers interested in creating, expanding, modifying or upgrading their networks, we provide network planning, design, implementation and optimizatio
services. This may involve the configuration and installation of the customer’s equipment, the design of custom or dedicated network operating centers and
security services, including firewalls, virus detection and elimination and the encryption of traffic over the customer’s network for added security. While the
revenues from these activities are included in the data category within our business segment information in Note 22 to our consolidated financial statements
included elsewhere in this Annual Report on Form 10-K, these services also are provided for Internet and voice communication networks.

For customers that outsource all or portions of their communications operations, we provide a variety of managed network services. These services extend fr
the operation and maintenance of individual network devices to the complete management of sophisticated global networks. Activities conducted on behalf of
our clients include network monitoring and trouble—shooting, on-site repair services and the management of applications such as e—mail and other business
programs that are used across a business enterprise or government agency. As of December 2004, we managed over 2,900 customer networks, including
approximately 200,000 individual devices located in over 120 countries. While the revenues from these activities are included in the data category within our
business segment information, we also provide managed network services for Internet and voice communication networks.

Voice Services

Through our local, long distance and international voice communication services, our customers can call to anywhere in the United States and to virtually any
telephone number around the world. High—-volume customers are connected to our global voice network through dedicated access lines, while lower volume
customers are connected through switched access provided either by us or by an incumbent local exchange carrier.

Besides traditional telephone service, we also offer a range of enhanced voice communication services. For customers operating contact centers, these servi
include routing for work load balancing among multiple contact centers and among individual agents, as well as routing to match inbound calls with
appropriately skilled agents. Other services include voice recognition and speech automation to facilitate contacts or to enable automated telephone access t
databases and other electronic information services. During 2004, over 1.4 billion minutes per month of enhanced voice calls were handled through these ser
provided by MCI Services.

Another of our enhanced voice communication services is conferencing. We provide audio and video teleconferencing on both an automated basis and a
moderator—assisted basis. In addition, we provide web-based audio and video conferencing hosted over the Internet and operate conferencing centers in the
United States, the United Kingdom and Hong Kong.

Other voice communication services that we offer include calling cards, prepaid phone cards, toll-free services, voice messaging, speed dialing, caller
identification, call waiting, call forwarding, three-way calling and information service access.

Sales and Marketing

We have organized our sales and marketing personnel by the customer segments that they serve. Approximately 7,600 sales and service representatives sel
mid and large-size corporate and government



customers of our Enterprise Markets and U.S. Sales & Service business segments. These representatives include highly trained and experienced network
engineering, technology and operations experts, as well as specialists in specific services and applications. Some of these representatives have long-standir
relationships with specific customers and their understanding of customer communication needs is a key aspect of our market strategy.

The majority of our sales and service representatives are located in our commercial branch organization, which consists of 85 sales offices organized under 4
branches and overseeing over 60,000 customers. For our larger customers, we have dedicated teams that serve their needs on a full-time basis. For small
businesses, we sell primarily through telemarketing and sales agents and presently have approximately one million small business customers.

For our corporate and government customers with sophisticated communication systems and complex service requirements, we have established MCI Servic
Within MCI Services, we have organized centers of excellence that are responsible for the development and delivery of the following services: managed netw
services, security services, contact center solutions and web and application hosting. These specialized groups provide comprehensive telecommunications
industry expertise and broad understanding of network technology to solve customer problems and facilitate successful execution of their business operations
addressing a customer’s specific needs, MCI Services integrates specialized knowledge inside of our company with highly regarded firms outside of our
company that have leading positions in relevant technical areas. We aim to deliver value—added solutions, strengthen our relationships with customers and
integrate our problem-solving capabilities into the customer’s internal business process.

For our consumer customers, we utilize a variety of sales channels according to the types of services being offered. Our consumer subscription services cons
local, long distance and international calling, operator assisted calling, inbound toll-free services, calling card services, collect calling and Internet access. At
present, we have over seven million consumer customers for our long distance subscription service, and over three million of these customers also subscribe
our local telephone service. The primary sales channel for subscription services has been telemarketing by our own employees as well as third party
telemarketing firms. Due in part to the implementation of do—not—call lists limiting the telephone numbers accessible by telemarketing and regulatory actions
that have decreased the profitability of these services, we have decreased our telemarketing activities and expect further decreases during 2005.

In selling subscription services, we also use our customer service centers, some of which our employees operate and some of which are outsourced to third f
firms. To increase effectiveness in assisting consumers and selling additional subscription services, our customer service operates 24 hours a day and provid
customer support in ten languages. The other sales channel that we use to sell subscription services to consumers is direct response marketing, which includ
direct mail, on-line marketing and use of marketing partners to offer customers unique awards and benefits.

For the marketing to consumers of pre—paid calling cards that are sold on a transaction basis rather than as subscription services, we distribute through retail
often using co-branded or retailer branded cards. Our other transaction services are dial-around telephone services like 1-800—-COLLECT, and we utilize dir
response marketing.

Outside the United States, we offer our services solely to businesses, government entities and telecommunications carriers. For these international customer
have approximately 2,500 sales and service representatives located in regional offices in 76 countries.

For our wholesale customers in the United States, which consist of Internet access providers, other telecommunication carriers and communication service
resellers, we employ approximately 225 sales and service representatives. For our wholesale customers outside the United States, we utilize sales and servic
representatives located in our international regional offices.
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Network

We own and operate one of the world’s largest and most sophisticated networks for Internet, data and voice communications. On a typical day, our network
processes billions of messages, including one petabyte (equal to one quadrillion bytes) of data and approximately one billion minutes of voice communication
The network described within this section is utilized by each of our three business segments.

Our long—haul network consists of approximately 100,000 route miles of fiber—optic cable that is capable of transporting traffic at speeds of 10 gigabits (10
billion bits) per second and connects with other networks around the world. Our IP network is one of the world’s largest and fastest, with connectivity to more
than 2,700 cities in more than 200 countries across six continents. We also operate global frame relay and ATM data networks.

In addition to our Internet and data networks, we operate a voice communications network handling telephone calls within the United States and around the
world. Our global voice network is comprised of over 300 switches, and calls are automatically completed through more than 100 possible routes. Reliability
the voice network is maximized using a process called Dynamically Controlled Routing (“DCR”) and by employing synchronous optical network (“SONET")
rings. DCR monitors each trunk in the network for any path degradation such as congestion or fiber cuts and, as necessary, dynamically reroutes calls to
alternative non—-degraded paths. SONET rings allow restoration of service within 50 milliseconds following a network failure.

As part of our overall network, we have an extensive metropolitan network of over 13,000 route miles serving customers in all major United States and key
international cities. We have local-to—global-to-local connectivity to over 100,000 buildings (with over 8,000 buildings directly connected to our network and
approximately 92,000 indirectly connected). Deployed in business centers throughout the United States, Western Europe, the United Kingdom, Japan, Austra
and Singapore, our local networks are constructed using closed-loop self-healing fiber rings.

In addition to land—based network facilities, we own or lease fiber optic capacity on most major intercontinental undersea cable systems in the Atlantic and
Pacific Ocean regions. We also own and operate 27 gateway satellite earth stations that enhance our ability to offer Internet, data and voice communications
and from locations throughout the world.

In view of the substantial capacity of our networks and the slowdown in telecommunications spending by customers in recent years, we have focused our
network planning and engineering efforts on further improving reliability and efficiency rather than expanding network capacity. Through these efforts, we
believe that we have achieved service levels that lead the telecommunications industry.

With regard to efficiency, we continue to deploy Dense Wavelength Division Multiplexing (“‘DWDM") technology that allows an optical fiber to carry multiple
wavelength signals. Originally, this technology allowed eight different wavelength signals to be transmitted. We have been a leader in further developing
DWDM technology, enabling the deployment of systems capable of carrying 64, 80 and 160 separate wavelength signals per fiber. Consequently, we are abl
handle additional network traffic at low incremental capital costs and with up to 160 channels within an optical fiber operating at 10 gigabits per second.

As part of our strategy of achieving undisputed IP leadership, we are further upgrading our backbone network. First, we are planning to convert 32,000 route
miles to an Ultra-Long Haul (“ULH") network, with 5,000 route miles converted by the end of 2005. Converting to ULH will reduce network elements by
approximately 70%, increase reliability, lower transport costs and can enable wavelength services such as grid computing and data center mirroring. Second,
part of converging all of our network traffic onto a common IP backbone, we are adding multi-service edge devices that consolidate IP, data and voice traffic
onto our high-speed IP network. Third, we are implementing converged packet access (“CPA”), with the initial deployment expected in 2005. CPA enables th
delivery of IP, data and voice traffic via common access circuits and will reduce our access costs, improve operating efficiency and enable us to provide our
customers with scaleable
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bandwidth on demand. Fourth, as part of our IP convergence, we are beginning to modify our traditional voice switches to advanced call processing Soft
Switches that can simultaneously handle both circuit-based voice traffic as well as voice—over—IP (“VolP”) traffic. VolP divides voice communications into
digital packets and, instead of using a dedicated circuit, the individual packets seek the most efficient route over multiple transmission lines within IP networks
before being reassembled at the destination point. The packet basis of VolP and the IP focus of our network enhancements are allowing us to develop additic
services, including electronic numbering (“ENUM”) services that enable traditional telephone calls and VolP communications to interwork seamlessly and
session initiated protocol (“SIP”) services that enable customers to communicate regardless of the communication device they use or where they are located.

Patents, Trademarks and Service Marks

We own or have licenses to various patents, trademarks, service marks, copyrights and other intellectual property used in our business. We do not believe th:
expiration of any of our intellectual property rights, or the non-renewal of those rights, would materially affect our results of operations.

Competition

The telecommunications industry is highly competitive. Factors contributing to the industry’s increasingly competitive market include regulatory changes,
product substitution, technological advances, excess network capacity and the entrance of new competitors. In this environment, competition is based on pric
and pricing plans, the types of individual services offered, the combination of services into bundled offerings, customer service, the quality and reliability of
services provided and the development of new products and services.

Our competitors include the following:

. regional phone companies, such as Verizon, SBC Communications, BellSouth Corporation and Qwest, which are permitted to offer long distance
and other services;

. other telecommunications companies, such as AT&T, Sprint and Level 3 as well as numerous competitive local exchange carriers;

. wireless telephone companies, such as Verizon, Cingular, Sprint, Nextel, T-Mobile, and ALLTEL which have increased their network coverage,
improved service quality, lowered prices and gained market share from providers of wireline voice communications;

. cable television companies, such as Comcast and Cox, which are offering high—speed Internet access and expanding their offerings of voice
telephony services; and

. equipment manufacturers, such as IBM, which may provide consulting and outsourcing services in addition to producing telecommunications
devices and systems.

Internationally, we compete primarily with incumbent telephone companies, some of which have special regulatory status and exclusive rights to provide certe
services and have historically dominated their local markets. We also compete with other international service providers, some of which are affiliated with
incumbent telephone companies in other countries.

While there has been a long history of mergers and acquisitions within the communications industry, several proposed combinations have been announced
recently. These include the December 15, 2004 announcement of a merger between Sprint and Nextel, the January 10, 2005 announcement of ALLTEL's
agreement to purchase Western Wireless and the January 31, 2005 announcement by SBC Communications of its proposed purchase of AT&T. We are also
planning to participate in the industry consolidation that is occurring and, on February 14, 2005, we announced our agreement to merge with Verizon. See
“Merger with Verizon Communications.”
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Employees

As of December 31, 2004, we employed approximately 40,000 full and part-time employees. Compared to other companies in the telecommunications indus
we have few employees who are represented by labor unions. As of December 31, 2004, we had 292 union employees, which is equal to less than 1% of our
employees.

As of December 31, 2004, our Enterprise Markets unit employed approximately 8% of our total employees, U.S. Sales & Service employed 33%, Internationa
Wholesale employed 17% and approximately 42% were employed in our network operations, systems engineering and corporate functions. Approximately 82
of our total employees are located in the United States and 18% are located outside of the United States.

Regulation

We are subject to varying degrees of federal, state, local, and international regulation. In the United States, our telecommunications subsidiaries are most hes
regulated by the states, especially for the provision of local exchange services. Generally, our telecommunications subsidiaries must be licensed separately b
public utility commission (“PUC") in each state to offer local exchange and intrastate long distance services. No PUC, however, subjects us to rate of return
regulation. Nor are we currently required to obtain authorization from the Federal Communications Commission (“FCC") for installation or operation of our
network facilities used for domestic services, other than licenses for specific multi—-channel multipoint distribution services (“MMDS”), wireless
communications services, terrestrial microwave, and satellite earth station facilities that utilize radio frequency spectrum. FCC approval is required, however,
the installation and operation of our international facilities and services. We are subject to varying degrees of regulation in the foreign jurisdictions in which we
conduct business, including authorization for the installation and operation of network facilities. No assurance can be given that changes in current or future
regulations adopted by the FCC, state, or foreign regulators or legislative initiatives in the United States or abroad would not have a material adverse effect ol

The FCC'’s Local Competition Rules. In August 1996, the FCC established nationwide rules pursuant to the Telecom Act, designed to encourage new entrant
compete in local service markets through interconnection with the incumbent local exchange companies (“incumbent LECs” or “ILEC"), resale of incumbent
LECSs' retall services, and use of individual and combinations of unbundled network elements (“UNEs”) owned by the incumbent LECs. “Network elements” ar
defined in the Telecom Act as any “facility or equipment used in the provision of a telecommunications service,” as well as “features, functions, and capabilitie
that are provided by means of such facility or equipment.” UNEs are network elements provided on an unbundled, or separately priced, basis. The FCC make
certain network elements available on an unbundled basis after considering at a minimum whether the failure to provide those network elements would impair
ability of the telecommunications carrier seeking access to provide the services that it seeks to offer. One combination of UNEs, known as the unbundled
network element platform (“UNE-P”), encompasses all the elements necessary to provide local telephone service. As a competitive local exchange carrier
(“competitive LEC” or “CLEC"), MClI relies upon the UNE-P combination to provide local services to mass market customers. Small and medium-sized
business and enterprise customers, on the other hand, can be served via UNEs such as unbundled loops and unbundled transport, although our service platf
for such companies occasionally include a UNE-P component. Substantial reduction in incumbent LEC unbundling requirements, including increased pricing
existing UNE-P arrangements and prohibitions on new UNE-P arrangements, as well as restrictions on the availability of unbundled loops and transport, limi
our future range of options in provisioning local services to customers.

The FCC's 1996 Local Competition Rules were reviewed by the appellate courts, as were two subsequent decisions establishing incumbent LEC unbundling
obligations. Most recently, on March 2, 2004, the U.S. Court of Appeals for the District of Columbia Circuit (“D.C. Circuit”) issued a decision that vacated and
remanded key aspects of the FCC’s February 2003 Triennial Review Order, which had generally preserved the availability of unbundled switching, which is a
required component of UNE-P, and the availability of loop and transport
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facilities at certain capacity levels. The court’s decision also affirmed the portions of the Triennial Review Order that had not required incumbents to lease
unbundled elements for the provision of broadband services. The Supreme Court declined to grant the petition for certiorari filed by the competitive industry,
thereby assuring that the D.C. Circuit's decision will remain intact.

On remand from the D.C. Circuit, the FCC released on February 4, 2005, its Triennial Review Remand Order, which establishes new rules effective March 11
2005, concerning the incumbent LECs’ unbundling obligations. In this decision, the FCC prohibited new UNE-P arrangements and established a twelve—morn
transition period for existing UNE-P arrangements. The FCC also curtailed the availability of some cost-based UNE access to DS-1 and DS-3 loops and
transport. The transition periods will allow MCI to continue to serve our embedded base of UNE-P customers with rate increases; however, it might mean tha
no new UNE-P customers can be added at cost-based rates. The FCC directs parties to implement the new rules in their interconnection agreements and to
complete change of law proceedings within twelve months of the transition date. The FCC's rules do not purport to nullify existing agreements. To the limited
extent that the final rules do preserve the unbundling of loops and dedicated transport at the DS—-1 and DS-3 capacity levels, ILECs have filed challenges to
those rules in the D.C. Circuit, including asking the court to deny CLECs the ability to convert special access circuits to UNEs, which would further drive up
CLEC costs. CLECs have likewise filed appeals of the final rules, and these appeals might challenge the elimination of UNE-P among other possible challen
The FCC also set aside the “qualifying service” interpretations of the Triennial Review Order, but prohibited the use of UNEs for the exclusive provision of
telecommunications services in the mobile wireless and long distance markets. The FCC also determined that in the context of the local exchange markets, a
general rule prohibiting access to UNEs whenever a requesting carrier is able to compete using an ILEC'’s tariffed offering was inappropriate. As a result of st
rules, we have been forced to raise residential phone service prices in some markets and may be forced to pull out of others, and have reduced our sales efft
pending clarity of our future pricing structure.

“Do Not Call” Registries. The Telephone Consumer Protection Act of 1991 authorized the FCC to create a national database of residential telephone number:
which, with limited exceptions, companies would be prohibited from placing telemarketing calls. In 1992, the FCC declined to establish such a database, inste
requiring carriers to create their own “Do Not Call” lists. In September 2002, the FCC initiated a rulemaking proceeding to revisit its previous decision. In
December 2002, the Federal Trade Commission (the “FTC”) issued rules establishing a national Do Not Call registry. On July 3, 2003, the FCC also issued rt
establishing a national Do Not Call registry. As of December 2004, over 60 million telephone numbers had been registered with the Do Not Call registry.
Numerous states have enacted similar legislation requiring their state agencies to create such registries on a state-wide level. Because telemarketing has be
primary consumer sales acquisition tool, to the extent that the FCC’s adoption of such a registry affects the number of households to which we can place
telemarketing calls, our sales will be affected.

Inmate Telephone Services. A group of alternative inmate service providers has filed two petitions with the FCC requesting that the FCC examine the telepho
services provided to prison inmates. We provide a significant amount of interexchange collect call operator services to inmates and, if the petitions are grante
these proceedings could negatively impact our revenues.

Access Charges. Certain incumbent LECs have challenged the method we use to calculate the amount of switched access charges owed by us for Percentag
Interstate Use. If the incumbent LECs’ challenges are upheld, these proceedings could negatively impact our costs.

Voice over IP. The FCC has opened a proceeding on the regulatory framework that will apply to various VolP services and will address the extent to which
switched access charges will apply to VolIP traffic. The outcome that the FCC reaches on these issues could have a material impact on MCI's business.

Suspension by the State of New Jersey. Effective February 9, 2004, the State of New Jersey (the “State”) suspended us from entering new State contracts. A
result of this action by the State, our name was removed from the State’s automated bidders list and was listed in the State Disqualification Report. The
suspension was lifted on May 10, 2004.
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International Regulation. We are subject, through our international operations, to regulations by foreign countries. These regulations are often as demanding
the requirements imposed on incumbent telephone companies, which frequently enjoy special regulatory status. We have played an active role in regulatory
proceedings throughout Europe, at both the national and European Union levels, in an attempt to persuade regulators to impose measures that would reduce
leased line costs and ensure timely delivery. Although many of the foreign countries where we operate are liberalizing their telecommunications markets, eith
as a result of domestic legislation or by virtue of international commitments, we are not certain as to the timing or continuation of these initiatives or as to
whether we will benefit from such liberalization.

Overseas Fixed—-to—Mobile Termination Rates. An increasing percentage of our U.S.—originated international voice calls terminate to mobile phones oversea:s
In addition, our overseas affiliates in a number of countries in Europe and in Asia originate voice calls, and a large proportion of these calls also terminate to
mobile phones overseas. In both cases, we ultimately rely on a mobile operator, to whom we directly or indirectly pay mobile termination fees, to connect the
to the mobile operator’s customer.

In general, the rates that we and other U.S. telecommunications carriers pay to our international correspondents for terminating U.S.—originated international
voice calls to mobile phones overseas are much higher than corresponding international termination rates for wireline phones. Likewise, for overseas—-origina
calls, we pay significantly higher termination rates for calls made to overseas mobile phones than for calls made to overseas wireline phones.

We are actively encouraging the FCC and overseas governments to take appropriate action to reduce the rates required to be paid to terminate voice calls to
mobile phones overseas. We cannot predict, however, whether the FCC and overseas regulators will eventually take action that will result in lower mobile
termination rates.

Environmental Regulation. We are subject to various environmental, health and safety laws and regulations governing, among other things, the generation,
storage, use and disposal of hazardous materials, the discharge of hazardous materials into the ground, air or water, and the health and safety of our employ
We have been required to pay fines in the past in connection with alleged violations of environmental laws, but these alleged violations have been resolved in
material respects. We have also been required, and may continue to be required, to remediate hazardous substance contamination at certain of our locations
Environmental laws are complex, change frequently and have tended to become stringent over time. We may incur additional capital or operating costs to cor
with any such changes.
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RISK FACTORS

You should carefully consider the risks described below before investing in our securities. The risks described below are not the only ones facing us. Addition
risks not currently known to us or that we currently believe are immaterial may also impair our results of operations, cash flows, and financial condition.

We face substantial competition that has resulted in pricing pressures and reduced revenues

There is substantial competition in the telecommunications industry, which has caused pricing pressure and reduced revenues. Rapid technological advance:s
product substitution and deregulation have all contributed to the increasingly competitive atmosphere. We expect competition to intensify due to the efforts of
competitors to address difficult market conditions through reduced pricing, bundled offerings or otherwise, as well as a result of the entrance of new competitc
and the development of new technologies, products and services.

We have a variety of competitors, including:

. regional phone companies, such as Verizon, SBC Communications, BellSouth Corporation and Qwest, which are now offering long distance and
other services;

. other telecommunications companies, such as AT&T, Sprint, Level 3 and numerous competitive local exchange carriers;

. VolIP providers, such as Vonage;

. wireless telephone companies, such as Verizon, Cingular, Sprint PCS, Nextel, T-Mobile, and ALLTEL, which have increased their network
coverage, improved service quality, started to provide bundled wireless products and lowered prices to end users. As a result, customers are
beginning to substitute wireless services for basic wireline service causing these companies to gain market share from providers of wireline voice
communications. Wireless telephone services can also increasingly be used for data transmission;

. cable television companies, such as Comcast and Cox, which are offering high—speed Internet access and expanding their offerings of voice
telephony services; and

. equipment manufacturers, such as IBM, and other system integrators which provide consulting and outsourcing services that may compete with u
in the new products and services that we are offering.

These factors could also have a material adverse effect on our business, financial condition, results of operations or cash flows.

In recent months, there has been an increased trend towards consolidation in the telecommunications industry, as reflected in announced mergers involving t
of our principal competitors, the mergers of Sprint with Nextel and AT&T with SBC Communications, and our pending merger with Verizon. While we expect
our pending merger, once consummated, to strengthen our ability to compete, this consolidation trend will also strengthen the resources available to these ot
competitors, allowing them to offer larger bundles of services and reducing their cost structure.

Outside the United States, we compete with the incumbent telephone companies, some of which still have special regulatory status and exclusive rights to
provide services, and virtually all of which historically dominated their local, long distance and international services business. These companies have numerc
advantages, including existing facilities, customer loyalty and substantial financial resources. We may be dependent upon obtaining facilities from these
incumbent telephone companies. For example, we require interconnection with the incumbent operator’s network in order to provide ubiquitous service for ou
customers. Without interconnection, our customers would not be able to contact customers of the incumbent operator. We
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also compete with other service providers, many of which are affiliated with incumbent telephone companies in other countries. Typically, we must devote
extensive resources to obtain regulatory approvals necessary to operate overseas and then to obtain access and interconnection with the incumbent’s netwol
non-discriminatory basis.

Our ability to improve our operating results depends, in large part, upon our ability to successfully introduce new services at favorable prices while
controlling our costs

To counter the impact of any continuing price declines in our industry, our strategy is to take advantage of technological developments, particularly utilization
Internet Protocol, to expand network traffic, offer new bundles of managed products and services at favorable prices, simplify our network and associated cos
and enable traditional transport on a more favorable basis. Adoption of our strategy will require incremental capital expenditures and continued efforts to redu
our access and other costs to secure the benefits of our efforts. There are substantial risks that we will not be able to successfully implement these strategies
so on favorable terms or on favorable terms that we can sustain. Among other things, our competitors may pursue the same strategies and may compete in t
of pricing that is itself subject to decline. Even if our strategy is successful, we cannot assure you that it will be sufficient to counter continuing price declines i
our other revenues.

Our business will suffer if our technology and business methods become obsolete

The market for Internet, data and voice communication products and services is characterized by rapidly changing technology, evolving industry standards,
emerging competition and frequent new product and service introductions. We may not be successful in identifying new product and service opportunities anc
developing and bringing new products and services to market in a timely manner. We are also at risk from fundamental changes in the way Internet, data anc
voice communication products and services are marketed, sold and delivered. Our pursuit of technological advances and new business methods may require
substantial time and expense, and we may not succeed in adapting our business to the technologies, devices, protocols, regulations and marketing and sales
methods that are anticipated and, in some cases, are currently being developed in the communications industry.

To access certain of our customers, we rely upon the cooperation of established local telephone companies

As a participant in the competitive local telecommunications services industry in the United States, we rely on the networks of established telephone compani
or those of competitive local exchange carriers for some aspects of transmission. Federal law requires most of the established telephone companies to lease
“unbundle” elements of their networks and permit us to purchase the call origination and call termination services we need, thereby decreasing our operating
expenses. However, as a result of recent litigation concerning portions of the FCC’s Triennial Review Order that required the unbundling of switching, which i
critical component of UNE-P, the FCC has determined that beginning in 2006, certain discounts provided to us by the established telephone companies will
cease. We are continuing to evaluate how the anticipated rise in UNE-P access costs will impact our ability to profitably provide Mass Markets subscription
services, and the cost increase may force us to withdraw from certain markets. As a result, new local service account installations and revenue may decrease
current levels in future periods. These regulatory changes will also increase costs for our other business segments as well and could adversely affect our
competitive position in these segments.

In most of our international operations, we are competing with incumbent telecommunications operators from whom we require services and support. For
example, we require interconnection with the incumbent operator’s network in order to provide ubiquitous service for our customers. Without interconnection,
our customers would not be able to contact customers of the incumbent operator. There can be no assurance, however, that interconnection (or other service
will be provided by the incumbent operator in a timely manner or that the terms and conditions of any proposed interconnection, particularly the cost, will not
have an adverse effect on our local operations.
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Government regulation of our businesses significantly impacts our business

We are subject to varying degrees of federal, state, local and international regulation. In the United States, our subsidiaries are most heavily regulated by the
states, especially for the provision of local exchange services. We are also subject to varying degrees of regulation in foreign jurisdictions in which we conduc
business, including authorization for the installation and operation of network facilities. We consider regulatory developments impacting our “last mile” access
customers (such as access to various network elements for both our business and mass market customers permitting call origination and termination service:
intercarrier compensation arrangements and the manner in which we are permitted to offer advanced IP-based services as being the most critical to our succ
Changes in current or future regulations adopted by the FCC, state or foreign regulators or legislative initiatives in the United States or abroad could have a
material adverse effect on us by restricting our ability to price or offer our products and services and/or otherwise placing us at a competitive disadvantage. F
additional information, see “Iltem 1—Regulation.”

In addition to the regulation of our business by the FCC, the FTC has introduced “Do Not Call” registries that permit consumers to request that they not be
contacted by telemarketers. In addition, numerous states have enacted similar legislation requiring their state agencies to create such registries on a state-wi
level. Such registries are the subject of litigation but could have a material adverse effect on telemarketing, which is one of our principal sales and marketing
initiatives.

Telecommunications industry trends have materially and adversely impacted our revenues and cash flows

In 2001, the business environment for the telecommunications industry deteriorated significantly and rapidly. This environment has remained weak through
2004, primarily due to:

. the general weakness in the U.S. economy, which was exacerbated by the events of September 11, 2001 and concerns regarding terrorism;

. pressure on prices due to substantial competition; and

. failure of many companies to meet forecasted demand, the bankruptcy or liquidation of a substantial number of Internet companies and financial
difficulties experienced by many telecommunications customers.

As a result of these trends, our revenues have declined from $28.5 billion in 2002 to $20.7 billion in 2004. We have a history of losses and may be unable to
achieve and maintain profitability. We expect these trends to continue, including reduced business from financially troubled customers and downward pressur
on prices. These trends could continue to have a material adverse impact on our business, financial condition, results of operations and cash flows.

Our prospects will depend in part on our ability to control our costs while maintaining and improving our service levels

In light of our declining revenues, we continue to seek ways of reducing access costs, reducing expenses and limiting our capital expenditures to maintenanc
and success—based projects as much as practicable while we pursue enhanced revenue opportunities. Our recent cost reductions were attributable to our eff
aided by the nature of bankruptcy proceedings. However, our capital requirements relating to maintaining and routinely upgrading our network will continue to
be significant in the coming years and we are undertaking new projects in furtherance of our IP-based strategies. Our prospects will depend in part on our ab
to continue to control costs and operate efficiently, while maintaining and improving our existing service levels. The most substantial cost we must control is 0
access cost, which is the cost we must pay to other telecommunications providers to initiate or terminate traffic on their networks. Although we are able to
attempt to influence these costs through, for example, influencing regulatory measures, these costs are not fully within our control. Regardless of the state of
economy, everyday business costs and the cost of access will continually be a concern for our business. If
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we cannot continue to control our costs, there could be a material adverse effect on our business, operations, cash flows and financial condition.
We are subject to distinct risks relating to our international operations

For the year ended December 31, 2004, 19% of our revenues were derived from our international operations. Accordingly, our business is subject to risks
inherent to international operations, including:

. Unexpected changes in regulatory requirements, export and import restrictions, tariffs and other trade barriers;
. Challenges in staffing and managing foreign operations;

. Employment laws and practices in foreign countries;

. Longer payment cycles and problems collecting accounts receivable;

. Fluctuations in currency exchange rates and imposition of currency exchange controls;

. Foreign taxation of earnings and payments received by us from our subsidiaries and affiliates;

. Potential inflation in the foreign countries where we conduct operations;

. Differences in technology standards;

. Exposure to different legal standards; and

. Political, economic and social conditions in the foreign countries where we conduct operations.

Our international operations are conducted through a variety of different methods, including wholly-owned subsidiaries, joint ventures and operating agreeme
with local telecommunications companies. Each of these methods presents risks. For example, certain countries have foreign ownership limitations with respe
to companies that provide telecommunications services within their borders. These restrictions obligate us to partner with one or more local companies if we
want to participate in the market. As a result, our ability to control or direct the operations of the local entity is limited, either contractually or statutorily, by our
obligations to our local partners.

In the event of any dispute arising from our international operations, we may be subject to the exclusive jurisdiction of foreign courts and may not be successt
in subjecting foreign persons or entities to the jurisdiction of the courts of the United States. We may also be hindered or prevented from enforcing our rights
with respect to foreign governments because of the doctrine of sovereign immunity. In addition, there can be no assurance that the laws, regulations or
administrative practices of foreign countries relating to our ability to do business in that country will not change.

Although most of the foreign countries where we operate are liberalizing their telecommunications market, whether as a result of domestic legislation or by
virtue of international commitments, there are no guarantees as to the continuation, timing or effectiveness of such liberalization. For example, certain countri
have bound themselves to undertake liberalizing measures in their telecommunications market pursuant to treaty commitments under the World Trade
Organization. There can be no assurance, however, that such liberalizing measures will be implemented in a timely manner or at all. In addition, if there is a
failure to implement those liberalizing measures, there may not be adequate or effective recourse against the foreign government for such failure.

While we have a growing dependence on Internet-related services, the rate of development and adoption of the Internet has been slower outside the United
States. Laws in the U.S. and foreign countries regarding the Internet and related data privacy issues are largely unsettled, but are becoming an increasing foc
for lawmakers. Changes in these laws could require us to expend significant resources to comply or could limit our business. In addition, the application of
multiple sets of laws and regulations may subject us to regulation,
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taxation, enforcement or other liability in unexpected ways, which could make it more expensive to conduct our business or limit our ability to conduct busines
Regulation of the Internet may also harm our customers’ businesses, which could lead to reduced demand for our services.

The rates that we charge our customers for international services may decrease in the future due to the entry of new carriers with substantial resources and
aggressiveness on the part of new or existing carriers. In addition, the consummation of mergers, joint ventures and alliances among large international carrie
that facilitate targeted pricing and cost reductions, and the availability of international circuit capacity on new undersea fiber optic cables and new high capaci
satellite systems, may have a negative impact on our pricing ability.

Customers of our international operations may be invoiced in United States dollars or in foreign currencies. Customers invoiced in United States dollars whos
revenues are derived in other currencies may be subject to unpredictable and indeterminate increases in the event those currencies devalue relative to the U
States dollar. Furthermore, those customers may become subject to exchange control regulations restricting the conversion of their revenue currencies into U
States dollars. In that event, the affected customers may not be able to pay us in United States dollars. In addition, where we invoice for our services in currel
other than United States dollars, our results of operations may suffer due to currency translations in the event that those currencies devalue relative to the Un
States dollar and we do not elect to enter into currency hedging arrangements in respect of those payment obligations.

Our future growth may include additional acquisitions that may not be successfully integrated and may not achieve expected benefits.

Acquisitions to fill out our product offerings are a component of our growth strategy. Consistent with this strategy, we continue to engage in discussions with,
and evaluate, potential acquisition targets, some of which may be material and require significant cash outlays, although we currently have no binding definiti
agreements for any significant acquisitions. In the future, we may acquire other businesses. As a result of these acquisitions, we may need to utilize our avail
cash or seek additional financing (which could adversely affect our financial condition) and integrate product lines, dispersed operations and distinct corporate
cultures. These integration efforts may not succeed or may distract our management from operating our existing business. Our failure to successfully manage
future acquisitions could harm our operating results.

We depend in large part on the efforts and integrity of our key personnel. Retaining key personnel is vital for our business, and there is no guarantee we
can keep such personnel

Our future success largely depends on the continued employment of certain of our key personnel, any of whom could terminate their employment at any time
addition, in response to the conduct of the former WorldCom management and WorldCom’s accounting fraud and practices, we have undertaken to conduct ¢
businesses at the highest ethical levels and in accordance with stringent practices embodied in our charter and our by—laws. Ultimately, for us to succeed, we
need to continue to employ and retain personnel of integrity and skill. We can offer no assurance that we will not lose key personnel and this could have a
material adverse effect on our business and operations.

Historical financial information for our predecessor is not comparable to our own after emergence from bankruptcy

We adopted fresh—start reporting under the provisions of the American Institute of Certified Public Accountants Statement of Position (“SOP”) 90-7, “Financie
Reporting by Entities in Reorganization Under the Bankruptcy Code,” (“SOP 90-7") as of December 31, 2003. Upon adoption, our reorganization value was
$14.5 billion and was allocated to our assets and liabilities. Our assets were stated at fair value in accordance with Statement of Financial Accounting Standa
(“SFAS”) No. 141, “Business Combinations,” (“SFAS No. 141”) and liabilities were recorded at the present value of amounts estimated to be paid. In addition,
our accumulated
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deficit was eliminated, and our new debt and equity were recorded in accordance with distributions pursuant to the plan of reorganization. The adoption of
fresh—start reporting had a material effect on our consolidated financial statements. As a result, our consolidated balance sheets as of December 31, 2004 an
2003 included elsewhere in this Annual Report on Form 10-K and our consolidated financial statements published for periods following December 31, 2003 &
not fully comparable with those related to prior periods. This situation may make it difficult to properly evaluate an investment in our company.

The practices of our predecessor and former management continue to be scrutinized, and the results of this scrutiny may have a material and adverse
effect on us

As a result of the financial fraud committed by, and the operating practices of, some of WorldCom'’s former officers and employees and its bankruptcy
reorganization, we have been the subject of various civil and criminal investigations by the SEC, the FCC, the U.S. Attorney’s Office, various state attorney
generals and other governmental entities into our accounting and related controls, call routing practices, payment of state income taxes and other matters. As
result, our senior management team and Board of Directors have been required to devote substantial time to the resolution process for these investigations a
related matters. We continue to engage in dialog with these government agencies in order to reach reasonable conclusions to these investigations, but we ca
predict what the specific resolution for each of these investigations may be. In addition to penalties that have been announced to date, it is possible that we w
be required to pay other material fines, consent to additional injunctions on future conduct, conduct business with government agencies under restrictive term
lose our ability to conduct such business or suffer other penalties, each of which could have a material adverse effect on our business, financial condition and
liquidity. In addition, we continue to be the subject of continuing scrutiny and negative publicity focused on these subjects, and this scrutiny and negative
publicity may impact the terms under which, and whether, customers and suppliers continue to do business with us and may affect the tone of our dealings w
regulators and others.

We have been actively working to improve our internal controls and procedures, but there can be no assurance that new material weaknesses in our
internal controls will not be identified

Through reports and letters generated by our auditors, examiners and court-appointed monitors and a special committee of WorldCom'’s Board as part of
WorldCom'’s bankruptcy, a substantial number of material weaknesses and problems were identified in our internal controls and procedures and corporate
governance. We have made significant efforts to establish a framework to improve our internal controls over financial reporting. While our internal controls ov
financial reporting are significantly improved, management has identified a material weakness in internal control over accounting for income tax and has also
identified certain other areas that it believes should be further enhanced. See “Item 9A—Controls and Procedures.” Any failure by us to have appropriate
controls or to comply with the other high standards for corporate governance that we have established for ourselves could materially and adversely affect our
company.

We continue to be subject to significant pending litigation, which if adversely determined could have a material and adverse effect on our operating
licenses, liquidity and financial condition

We are party to significant litigation, which is described in more detail in “Item 3—Legal Proceedings.” If any of these proceedings is decided against us, we
could be subject to substantial damages or other penalties. These penalties and other effects of litigation could have a material adverse effect on our operatir
licenses, liquidity and financial condition.

We have a significant amount of debt and other payment obligations, which could adversely affect our financial health and prevent us from fulfilling our
obligations under the notes.

As of December 31, 2004, we had total indebtedness of approximately $5.9 billion. In addition to our indebtedness, we are required to make substantial
additional payments in settlement of bankruptcy claims. As of
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December 31, 2004, our estimated remaining cash payments to settle pre—petition creditor claims were approximately $0.8 billion. However, that estimate is
based on various assumptions and reflects our judgment based upon our prior pre—petition claims settlement history and the terms of our plan of reorganizati
and, if these assumptions prove incorrect, actual payments could differ from the estimated amounts.

The level of our indebtedness and other liabilities could have important consequences, including:

. limiting cash flow available for general corporate purposes, including capital expenditures and acquisitions, because a substantial portion of our c:
flow from operations must be dedicated to servicing our debt and settling outstanding claims;

. limiting our ability to obtain additional debt financing in the future for working capital, capital expenditures or acquisitions; and

. limiting our flexibility in reacting to competitive and other changes in our industry and economic conditions generally.

Covenants in our debt instruments prohibit us from engaging in certain activities, which we might otherwise wish to pursue

The indentures relating to our Senior Notes impose restrictions on our operations and financial transactions that we may wish to pursue. These restrictions wi
affect, and in many respects limit or prohibit, among other things, our and our subsidiaries’ ability to incur additional indebtedness; make investments; sell ass
declare or pay dividends or other distributions to shareholders; and repurchase equity interests. The restrictions contained in the terms of each of these debt

instruments, as well as the terms of other indebtedness we may incur from time to time, could limit our ability to plan for or react to market conditions or meet
capital needs, or otherwise restrict our activities or business plans. These restrictions could also adversely affect our ability to finance our operations or other
capital needs, or to engage in other business activities that would be in our interest.

The merger with Verizon may not occur or, if it does, may not provide all the anticipated benefits

We must obtain shareholder approval and certain approvals and consents in a timely manner from federal, state and foreign agencies prior to the completion
the merger with Verizon. If we do not receive these approvals, or do not receive them on terms that satisfy the conditions set forth in the Merger Agreement, t
we or Verizon will not be obligated to complete the merger. The governmental agencies from which we will seek these approvals have broad discretion in
administering the governing regulations. As a condition to approval of the merger, agencies may impose requirements, limitations or costs that could negative
affect the way the combined company conducts business. These requirements, limitations or costs could jeopardize or delay the completion of the merger. If!
and Verizon agree to any requirements, limitations or costs in order to obtain any approvals required to complete the merger, these requirements, limitations
additional costs could adversely affect the two companies’ ability to integrate their operations or reduce the anticipated benefits of the merger.

If we are able to consummate the merger, we expect to achieve various integration benefits. Achieving the anticipated benefits of the merger will depend in p:
upon whether our two companies integrate our businesses in an efficient and effective manner. We may not be able to accomplish this integration process
smoothly or successfully. The integration of certain operations following the merger will require the dedication of significant management resources, which mé
temporarily distract management'’s attention from the day—to—day business of the combined company. Employee uncertainty and lack of focus during the
integration process may also disrupt the business of the combined company. Any inability of management to integrate successfully the operations of our two
companies could have a material adverse effect on the combined company.

If we are unable to consummate the merger, we would continue to be exposed to the general competitive pressures and risks in the industry described above
which could be increased if certain of the other recently announced mergers in the communications industry are consummated, strengthening the competitive
position of some of our competitors.

22



ITEM 2. PROPERTIES

Our owned properties consist primarily of equipment and buildings used to provide Internet, data and voice communication services in North America, Latin
America, Europe, the Middle East, Africa, Australia and Asia. We also lease certain switching equipment and several general office facilities. In addition, we
have been granted easements, rights—of-way and rights—of-occupancy, mainly